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What Future for the Japanese 


Economy? 
* 


Mr. Scuutrz: Japan, after six years of American military occupation, 
now becomes an independent, sovereign nation under the terms of the 
recently signed San Francisco Peace Treaty. Under the program of our 
rather unique military occupation, the effort has been made to introduce 
into Japan the basis of a functioning democracy as we understand it in 
the Western world. A new constitution has been written and adopted; 
there has been land reform; efforts have been made to break the control 
of a few powerful families over the economy. We have spent about two 
billion dollars on Japan since the closing of hostilities. 

Now we are saying to the Japanese people, “You are on your own.” 
Many questions, however, arise. Today, on this Rounp Taste, we pro- 
pose to examine several of these. We propose to look primarily, how- 
ever, at the economy of Japan. But, first, why have we made all this 
effort and spent so much time and money to change Japan? 

Pritchard, you are a long-time student of the Far East, what do you 
say? 

Mk. Prircuarp: Our original objective was to eliminate the conditions 
in Japan which gave rise to the recent war—eliminate the militarists and 
sroups of that sort—and to try to establish a functioning democracy 
there. That objective still holds, I believe, but, in the course of time, 
with the growing conflict between the United States and Russia—com- 
munism versus the democratic groups—I think that our objectives have 
shifted somewhat. At present we are especially interested in seeing Japan 
develop economic strength to be in a position to serve as a bulwark 
against communism in the Far East. 


Mr. Scuuttz: Ginsburg, you have spent a good deal of your time in 
he Far East and have, in fact, just returned from a year in that area. 
Would your answer be about the same as that of Pritchard? 


Mr. Grnspure: I agree that that has been the course of our policy 
oward Japan. But we also must understand how these political consider- 
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ations intensify the already difficult problem of rehabilitating the Japa-- 
nese economy and reintegrating it into the world economic order. What : 
often is best for Japan, it seems to me, may not be compatible with our | 
own objectives. For example, the two-way embargo on China, including ° 
Manchuria, has the effect of cutting Japan off from one of her major’ 
prewar trading partners. 


Mr. Scuuttz: This suggests that there may actually be conflict, when 
we come to look at the Japanese economy, toward making it function 
with some aspects of our broader political goals, as you put them, . 
Pritchard. But before we turn to the economy itself, Pritchard, since 
this is so peculiarly your field, what really is the political situation in 
Japan today? 

Mk. PrircHarp: Today, and for most of the time since the end of the 
war, the Japanese government has been controlled by what we might 
call a moderate rightist group, and this group is predominantly in con- 
trol today. Approximately 70 per cent of the existing Diet are from this 
group. Then there is another smaller group of what we might call the 
moderate left, the socialists. And then there are small groups on the 
extreme right and the extreme left. On the extreme right are the older 
militarists and extreme nationalists. People of this sort are at present 
pretty well barred from the Diet. And on the extreme left we have a. 
Communist group. There were about thirty-five member Communists 
in the last Diet, but the strength of the Communists has been weakened 
recently by occupation policy. 

It seems to me that if Japan can maintain an effective economy and 
have some prospects for her people in the future in this regard, we can 
count on the moderate rightist group remaining in power and in general 


supporting the policy of opposing the spread of communism in the Far 
Fast. 


Mr. Scuutrz: This means really that you stake a great deal of the 
political process and outcome in this description which you have given 
on what really results in terms of, again, the economic fortunes of Japan 
from now on out. Do you want to modify that, Ginsburg? 


Mr. Grnssurc: Not too much. I feel that, unless there is a world 
in which free trade can be practiced and in which Japan can take her 
place without restriction, then Japan will have a great deal of difficulty 
recovering economically and may become dependent upon us or, in any 
case, suffer from a declining standard of living. 
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Mk. Scuutrz: You are taking us right to the heart of the matter in 
discussing the Japanese economy as such. I wonder if I might press you, 
since I have some views on this economic aspect, and I do not feel compe- 
tent on the political. May I ask what do you see in prospect for the Japa- 
hese economy, taking both the short view, the next two or three years, 
and the next five or ten years? I judge that you see rather serious diffi- 
culties ? 


Mr. Ginsgure: Yes, I think that there will be very serious difficulties. 
The Japanese economy, in so far as it has been an export economy in the 
past, has depended, in large part, upon foreign markets and upon im- 
ported raw materials in large quantities.-And the bulk of those markets 
and raw materials, with some exceptions, have been in the past in the 
Far East, meaning the Orient, India, Southeast Asia, and China. 


Mr. Scuuttz: This means coal from China? 
Mr. Ginssurc: This means coal from China.... 
Mar. Scuut7z: Iron ore from? 


Mr. Ginspurc: This means iron ore from China, Malaya, and the 
Philippine Islands. It means getting salt, which is a surprisingly deficit 
item in the Japanese economy; and it means, above all, food, because 
Japan is not self-sufficient in food. 


Mr. Scuuttz: That is right. 


Mr. Prrrcrarp: Then, too, they have to find their markets in this 
eastern Asia area. 


Mr. Grnspure: Yes, but this does not eliminate the possibility of find- 
ing markets, however, in such places as Africa and parts of Latin Amer- 
ica, and so on—the so-called “underdeveloped” areas. 


Mr. Scuuttz: We are going to have the privilege, in a moment, of 
listening to some Japanese economists as part of our analysis here today. 
But let me say, just in order to needle you a bit here and to bring this 
issue to the fore, that if I wanted to have a collection of assets for a 
working economy to be in the best position in terms of the whole Asiatic 
world (one in which there would be trade, let us add) and to envisage 
economic growth and development of that economy, certainly the Japa- 
nese have that collection of assets. I mean primarily human beings who 
are skilled, who have shown real capacity to organize modern industry 
and a great capacity to put this thing into operation. Now, where, other 
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than the United Kingdom, if you please, in the Western world, do you! 
get a parallel? I am making the case that, instead of seeing difficulties, , 
I believe that the Japanese are really in a very fortunate situation, given} 
this-collection of assets which is theirs. 


Mr. Ginssurc: But, of course, there are many complications, chiefly, , 
it seems to me, in the nature of Japan’s lack of basic raw materials— 
something I realize which Britain also has shared. And, besides this; 
problem, Japan has had completely to rebuild her economy, practically; 
from the ground up, and at the same time to re-form her government, 
and to attempt to take her place in a world which is torn politically; 
between two opposing camps, with a rather diffuse and nebulous middle. | 
This adds, I think, to the complications of the problem. . 


Mr. Scuutrz: You are reciting the difficulties, and the Japanese, I am} 
sure, will feel these. As we listen in a moment we will probably hear: 
this said. 


Mk. Pritcuarp: I certainly agree with the general point which Gins- 
burg has expressed that Japan is going to have a very serious difficulty 
of making a go of it economically. She has the problem of finding; 
markets, of getting raw materials, of rebuilding her merchant marine, 
which was very important to her in the prewar period. She will need 
capital and a whole series of things of this sort. 


Mk. Scuuttz: I do not see why these things are difficulties, when we: 
consider the important assets she has and when we consider a trading 
world and if we do have growth and expansion in the world. This is the 
thesis I want to stress. 


Mr. Grinssure: That is exactly the point, Schultz. If you assume that} 
there is to be access to raw materials and markets in a free world, I think 
that I would agree with you in large part. 


Mr. Scuuttz: We are much closer to that today than we were at the 
end or in the middle thirties. Surely this is much more of that kind of a 
world than it was from 1930 on to the outbreak of the war. 

I wonder whether this would not be a good place to ask our colleagues,.. 
the participating Japanese economists on whom we want to draw, too 
bring us their opinions on the present economic situation and problems: 
facing Japan. Speaking briefly from Tokyo we will hear three leading: 
Japanese economists: Professor Nasu of the University of Tokyo, Pray 
fessor Minobe of Hitotsubashi University, and Mr. Kano, adviser to the: 
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National City Bank of New York. Joining them is Robert Horn, a col- 


league of ours, a political scientist here at the University of Chicago. 
We will first hear Mr. Horn. 


From Tokyo 


Mr. Horn: First of all, we might briefly sum up the economic recov- 
sry which Japan has had in recent years. Dr. Nasu, how does Japan’s 
present population compare with six years ago and with the period be- 
fore the war? 


Dr. Nasu: The present population is around eighty-four million, and 
it shows an increase of eleven million compared to ten years ago and a 
welve-million increase compared with six years ago. But if we reduce 
this by the temporary influx of people from abroad after the war, then 
we had some seven million increase of population during these five 
years. 


Mr. Horn: And how does Japan’s food production compare with six 
years ago and with the period before the war? 


Dr. Nasu: I should say that it has increased some 20 per cent compared 
0 six years ago and has reached almost the same level as it attained at 
rewar times. 

Mr. Horn: How does Japan’s industrial production compare now 
with the period immediately after the war and with the period before 
he war? 

Mr. Mrnosz: If we take 1932-33 as a basis, that is, 100, then the indus- 
rial production index of July, 1951, is 143.4; but this recovery, this in- 
rease of industrial production, has been made mainly by the increase in 
yeavy goods—that is, capital goods. So that the production index of tex- 
iles is only 55.4; and food, beverages, and tobacco, 77.8. 


Mr. Horn: How does Japan’s merchant marine compare today with 
he period immediately after the war and before the war? 


Mr. Kano: Before the war we had six million dead-weight tonnage of 
essels fitted for ocean-going. Right after the war we had only three 
undred thousand dead-weight tons of boats fitted for ocean-going. 
We have gradually built it up again, and we have at present one million, 
ne hundred thousand dead-weight tons. 


Mr. Horn: And how does Japan’s foreign trade, both her imports and 
er exports, compare now with this earlier period? 
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Mr. Minose: If we calculate on the basis of volume, and taking th 
basis of 100 for 1932-36, then the volume of imports is only 39; and 
volume of exports, 35. 


Mr. Horn: Gentlemen, in summing up Japan’s economic conditio: 
today, you suggest that there has been a great deal of progress and ye 
that living standards and industrial and food production are still low. 
If we look to the future and ask ourselves about Japan’s future prospects, 
in her economy, what answers are we going to find? 

Dr. Nasu, what must Japan expect in the way of population increas 
in the next few years? 


Dr. Nasu: I guess about an eleven-million population increase in th 
coming ten years, including this year. That means the Japanese popula 
tion may reach a mark of ninety-five millions in the year 1960. 


Mr. Horn: And how can Japan feed all these people? What propor- 
tion of Japan’s food needs are being produced at home now? 


Dr. Nasu: Total production of the more important staple foodstuffs 
cultivated, or the equivalent of rice, is about five hundred million bush 
els. To that we must add about five billion pounds annual fish catch 
But still we are only satisfying some 80 per cent of our annual food con4 
sumption. 


Mr. Horn: Does Japan also need to import industrial raw materials? 


Mr. Minose: Yes, of course. We necessarily need to import so great 
an amount of raw materials. I will show some figures on that poin 
In 1950 we calculate a percentage of import to home production of some 
important industrial raw materials—cotton, wool, and phosphate block: 
as 100 per cent; other important raw materials depend absolutely upo 
the imported materials; other imports are iron ore, 65 per cent; crudd 
oil, 84 per cent; salt and coal, 62 per cent; and rayon pulp, 90 per cent 


Mr. Horn: How is Japan going to pay for these imports of food and 
raw materials? 


Mr. Minosz: The only way is to increase the exports, I think. 


Mr. Horn: And how is Japan going to increase her exports? Partic 
larly where does Japan expect to find export markets? 


Mr. Kano: First, in Southeast Asia. We can sell our textiles to Paki 
stan, Malaya, Indonesia, and Africa. We can sell our cheap looms te 
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Pakistan. We can sell our cheap motors to Malaya. We can manufacture 
just the lower quality goods at less expensive prices to those under- 
developed areas. 


Mr. Horn: Gentlemen, I think from what you have said about Japan’s 
foreign trade it is clear that Japan’s whole future economic prospects 
depend on an increase in her exports. 


Mr. Kano: Yes. 
From Chicago 


Mk. Scuuttz: Thank you. We are indebted to our Japanese colleagues. 
They have stressed the rise in the population from seventy-two to eighty- 
four millions, the scarcity of food, the merchant-marine problem—six 
million tons before the war and now just a bit above a million—and 
especially the problem of raw materials and the scarcity of these— 
points which both you, Ginsburg and Pritchard, have been making and 
have made earlier. 

Now let me put my view once more and put it in a very pragmatic 
fashion. I wish just simply to assert that the Japanese economy, even 
in 1950, as the result of the last six months of the Korean war, has 
achieved an international balance. It was able to sell enough outside to 
pay for everything which it took in and had 320 million dollars surplus, 
which would have been enough to have paid the subsidy or the amount 
that we put in through ECA and our occupation funds. That is to 
say, they actually were in balance even in 1950, and 1951 is running sub- 
stantially better so far as I can get the figures. This looks to me, in the 
narrow sense, optimistic! 


Mg. Pritcuarn: I admit your point that Japan has great assets in terms 
of trained personnel and in terms of industrial equipment and that sort 
of thing, which they had before the war. But there are also other very 
serious difficulties which are going to have to be overcome. It is true 
that as a result of the Korean war her trade balance is favorable at the 
moment, and we can even, I assume, conceive that after the war is over 
in Korea rehabilitation of Korea will help Japan. But still she has this 
fundamental problem of getting a market for what she manufactures. 
Before the war she exported a lot to China. That is closed today; the 
Southeast Asian countries are not buying too much. Just where do you 
sxpect her to find a market? 


Mr. Scuutrz: Well, I should say that everybody is clamoring for her 
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goods. The trouble is that she does not have the goods. I went through 
this same argument with the Germans right after the war and again in) 
1948. They said that there would be no market for the products of the: 
Ruhr, and so on. True, there would be no markets if the world closes up, , 
as it did in the thirties. But if we have a world which has some open: 
trade and growth in it, she has the same advantages as Germany. All! 
that can be made in the Ruhr can be sold. People are clamoring for these: 
products. The same is true for Japan. Actually it seems to me that Japan: 
sits at just the right place to produce the things which the Asiatic world! 
wants in its economic development. 


Mr. Prrrcuarp: Well, I would like to take up one point there. Certain- - 
ly the people in Southeast Asia want the things that Japan can manu-- 
facture. But assuming that Japan can manufacture and sell them, where: 
are these other countries going to get the money to buy them? Can you! 
clarify that point a little? 


Mr. Scuuttz: Yes, readily. India wants to buy them; Pakistan wants; 
to buy them. They will actually follow policies to deny their own popu-- 
lations—almost to the verge of starvation—to raise capital to buy these: 
goods. They are trying to get capital from the outside and are succeeding... 
India tried to buy a good deal recently out of Germany and found that: 
they just could not get what they wanted. 


Mr. PritrcHarp: Will it depend to some extent upon whether or not: 
we, that is, the United States, make loans to these other countries or buy’ 
heavily from these countries? 


Mk. Scuuttz: That is right! But let me underscore just the short run, , 
even in this last year. Because of the high price of tin and rubber, and| 
so on, which we have bought from them, many of these parts of the: 
world have hundreds of millions of dollars in earmarked accounts; 
(American dollars) which they would like to buy here; or they will turn | 
to Japan for these industrial goods if Japan will make them. 


Mr. Grnssure: But the fact is that in spite of the fact that there have! 
been high prices on tin and rubber, much of Southeast Asia, for exam-. 
ple, is still not in a position to buy the kind of things which Japan is 
producing or can produce right now. They want consumers’ goods as 
well as producers’ goods, and Japan is not producing textiles, for exam-. 
ple, in quantities approximating those of the prewar period. 


Mr. Scuutrz: Yes, I would criticize occupation policy of Japan most 
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severely in not letting textiles come back. I think that textiles should 
have been one of the things which should have been way up in produc- 
tion by this time in Japan. 


Mk. Prircuarp: I would agree with you there. It seems to me that 
Japan can produce these textiles. It is just a matter of doing it; and I am 
sure that they will see the light and do it in the course of time. 


Mr. Ginssurc: But it just is not simply a matter of seeing the light. 
The fact is that Japan has to import raw cotton from the United States. 
Before the war she imported about half from the United States and half 
from India. She cannot get Indian cotton now because the Indians are 
using their own. 


Mk. Scuutrz: That is right. 


Mr. Ginssurc: This means that there the costs of production, in terms 
of raw materials for her, are higher than ever before. 


Mr. Scuuttz: But whose costs are not? That is true of the French; it is 
true of the Germans; it is true of the British. The point is Japan can buy 
it away from the other nations; or we can.... 


Mr. PritcHarp: You mean that because of her cheap labor she can still 
supply these countries with the product at a cheaper price than anyone 
else, and therefore she would get it in the end. 


Mr. Scuutrz: That is right; and in an open market, she would. She 
would simply buy this cotton away from the others, and they would have 
‘0 reorganize their economies somewhat in the light of that kind of 
somparative cost arrangements. 


~ Mr. Prircuarp: Could we not consider another aspect? Where is she 
roing to get the raw materials, assuming that Japan might get a market 
‘or her finished goods? What is her problem of getting raw materials? 


Mr. Scuutrz: This is serious in the short run, in the sense that all 
hese industrialized economies—the United Kingdom is notable in this, 
he Ruhr again should be mentioned, Belgium, Japan—in a sense all find 
hemselves apparently up against very expensive raw materials. This is 
he point which you have made, and it is very valid. But I should argue 
hat for the longer run, three, four, five, or ten years, the time has come 
o invest capital in the production of these raw materials. For the sake 
f the United Kingdom itself, for example, Britain ought to be putting 
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capital into this type of thing. It can and should afford it; so should 
other parts of the world; and so should especially the United States. 


Mr. Ginsgurc: The question is whether Japan can invest large sums 
of capital in the areas where the raw materials she needs are being pro- 


duced. 
Mr. Scuuttz: I doubt if she can in any large amounts. 
Mr. Ginssurc: I doubt if she can too. 


Mr. Scuuttz: But rather than our investing in Japan, you see, our’ 
real advantage lies in the investing in the production of some of these: 
products so that they would become available to Japan. The difficulty is; 
to do this in a way which is politically acceptable to some of these coun- : 
tries and areas which have these production possibilities—raw-materials ; 
production, that is. It is difficult for foreign capital to develop a coal. 
mine, for example, in a country where new nationalism suspects the: 
foreign developers with the capital. 


Mr. Grnszurc: I do agree that our efforts in aiding the economic: 
developments of the Southeast Asian countries would be extremely help-- 
ful indirectly to Japan. But again the issues there turn about political. 
difficulties which make the case extremely complicated—Burma, Indo-. 
china, Indonesia, are so, so sensitive. 


Mr. PritcHarp: You remember that before the war Japan got certain | 
of her basic raw materials, like coking coal and iron ore, from China. . 
Now she could conceivably still get them from China under some sort: 


of arrangement, but do we want her to trade with China? What would | 
you think about that? 


Mk. Scuuttz: Here I have to be in dissent with our present American | 
policy. I think that in the way it is applied it may well be short run and | 
be harmful to ourselves as well as to the Japanese economy. But, even | 
so, even with this restriction which is now imposed, serious as it is, I 
should say rather specifically on coking coal, that Japan can buy these’ 
in the world markets at a number of points. Transportation is expensive, | 
but once on the water it is not very expensive, considering even the long’ 
distances. And certainly the small tonnage of high-quality coal she needs 
is obtainable and can be obtained. This is, again, a part of the raw-mate- 
rials market today. 


Mr. Prircuarp: Your point, then, is that, regardless of the cost which 
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she may have to pay to get these raw materials somewhere, she can still 
get them; pay that price; and using her cheap labor... 


Mk. Scuutrz: Right, right! 


Mk. PrircHarp: ... manufacture the products and sell them cheaper 
chan other people. 


Mk. Scuutrz: That is the point which I make; and I should say that 
she can make some things unique for the Orient. 


Mr. Grnszure: Yes; but of course right now her strength, it seems, 
owing to the Korean crisis and the wants aroused because of it, lies not 
m her producing goods for the oriental market but, in effect, for us. 
[t seems to me that what you are suggesting really is that if we keep 
Japan within our economic orbit, by having her produce goods for us, for 
9ur war needs, then we will see that she maintains a certain standard 
of living, and so on. 


Mk. Pritcuarn: It seems to me that what both of you have said here in 
he end adds up to this: If the United States wants to see Japan establish 
nerself economically, we will have to permit her to trade in this world 
and not get excited if she sells some things in this country cheaper than 
we can manufacture them and if she captures some markets away 
rom us. 


Mr. Scuutrz: Let me try to pull together a few things at least which 
seem to have emerged from what we have said. First, both you, Pritch- 
id and Ginsburg, have underscored that the political developments in 
fapan are in a large degree dependent upon what happens to the econ- 
ymy. This in a sense led us to invite three Japanese economists to com- 
ment. They stressed the population pressure, the rise in population, the 
oss of the merchant marine, and the shortage of raw materials and 
narkets. 

Then it seems to me that we here have said that this economy may be 
ooked upon as facing real difficulties which you two underline. Where 
re the markets? Where are the raw materials? Where is the merchant 
narine to carry it? To which I have argued and said that if there is an 
pen market and if there is economic development, these things will 
all into their place. I have argued that under these conditions—that is, 
pen markets, a trading world, and economic growth in the world— 
apan has the assets really to come out very well in the five years or 


lecade ahead. 


THE SETTING FOR JAPAN‘S ECONOMIC DEVELOPMEN . 
By NORTON S. GINSBURG* 
* 


THE most significant geographic fact with regard to the overseas trade 
of Japan is Japan’s position as the only major industrial country in East 
Asia. With the exception of the textile enterprises in China (which 
were in part Japanese-financed), the Tata heavy industries and the tex- 
tile industry of India, the industries of Australia (centered about the: 
Broken Hill Mining Company, Ltd.), and the Japanese-sponsored indus 
tries of Manchuria, Japan also represents the nearest primary source of 
manufactures for all the countries in the Indo-Pacific realm (including 
India, the Far East, Australasia). The farthest outpost of this area liess 
within 5,200 nautical miles of Kobe. 

Japan’s geographical position has been compared with that of the: 
British Isles which balance the continent of Eurasia on the west as; 
Japan does on the east. The analogy holds to the extent that the Japa-- 
nese islands are separated from a great continental land mass by a nar-- 
row strait and that both the islands themselves and much of the adja-- 
cent continent are heavily populated. It loses much of its merit when: 
examined in the light of the cultural and political milieu of which Japan: 
is a part. The Oriental cultures, although differing substantially one from: 
the other, have at least one great characteristic in common: the direct! 
dependence of most of the people on the land. Even in Japan, which in: 
the sixty years after the Meiji Restoration became an industrial nation; 
of major rank, more than 40 per cent of the population of seventy mil-: 
lions was directly dependent on agriculture for its livelihood. On much. 
of the continent the percentage was and is much greater, and in China, 
Indo-China, Siam, Burma, the Philippines, and Korea the agricultural 
population amounts to about 80 per cent of the total. In western Europe 
on the other hand, England long fronted on a peninsula of continental 
proportions wherein the livelihood patterns, once almost completely 
agriculturally based, changed rapidly under the influence of the Indus- 
trial Revolution. To some extent similar changes have been taking place 


* From a monograph by Mr. Ginsburg on “Japanese Prewar Trade and Shipping in the 
Oriental Triangle.” 
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in eastern and southern Asia, but these changes have been slow and in 
erms of the gross population, small. 

Japan’s industrial development.—The rise of Japan as an industrial 
power took place under circumstances which were in many ways un- 
favorable for that development. The centuries of isolation under the 
Tokugawa Shogunate from the seventeenth to the mid-nineteenth cen- 
cury left Japan weak and open to dominance by Western Powers in the 
same way that China had thus been dominated and the other countries 
of the Orient. How this domination was averted remains one of the 
great mysteries of history.’ The vigor and foresight of a handful of men 
who feared Western domination more than they did major changes in 
heir culture were in part certainly responsible. In any case Japan man- 
aged to retain her independence long enough to reorganize, industrially 
and politically, while she kowtowed to Western norms. This period 
culminated in the defeat of China in the war of 1894/95 and the recogni- 
ion by the world that a new nation had arisen. The war with the Rus- 
ian Empire gave further strength to this conception, and by the time 
he smoke of battle had cleared away from the hills about Port Arthur, 
he infant nation had been recognized as a force in world affairs. 

It was on this nation that England staked her chips for stability in 
he Far East, never dreaming that the infant would become an enfant 
‘errible who would gradually displace Britain from economic domina- 
ion of the East and later would attack and throw over the very seats of 
British power in the Orient. Japan entered the first World War as an 
lly of England and came out of that conflict with a minimum of dam- 
ge to her armed forces, a great island empire in the southwest Pacific, 
‘lear dominion over Korea, the recognition of her special interests in 
Manchuria, a vastly developed industrial machine, and a firm hold on 
he trade of the East which she never relinquished and after a brief 
apse gripped with increased tenacity. Lastly she had become the pos- 
essor of the third largest merchant marine in the world. 

Until the war the development of Japan, both economically and 
olitically, had been observed with something like parental pride by 
Sreat Britain, America, and the other Western powers with the excep- 
ion of Germany and Russia. At the close of the war it became recog- 
ized generally that Japan no longer could be regarded as an eager 


1 European nations apparently were more concerned with China than with Japan, 
hus giving the Japanese a period during which Westernization and economic reorgani- 


ation became possible. 
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student of the West, but had to be dealt with as a colleague of equ 
rank. Although this recognition failed to oppose further development of 
Japanese expansion at the time, with the increased spread of Japanes 
light manufactures not only in Asia and the Triangle areas but also im: 
the other trade precincts of the United Kingdom, Japan became the o 
ject of a trade discrimination policy, symbolic of the fear that she en 
gendered as a commercial power. This fear was further encouraged by; 
the obvious imperialistic designs of Japan on the Far East and her 
resignation from the League of Nations in 1932. 

Furthermore, the Great Depression resulted in governmental pr 
tection to depressed domestic industries and the tightening of trade rela-. 
tions between colony or dominion and mother country. Although this 
trade policy was not directed specifically at Japan, in certain parts of the 
world, particularly in the colonial or semi-colonial portions of Asia: 
and Australasia, the burden of discrimination was thrust most heavily 
upon her. Great Britain, France, and the Netherlands established tariff 
and quota barriers around areas under their control, each recognizing 
that in the Triangle the barriers would operate primarily against Japan. 
A system of imperial preferences was put into operation by Great! 
Britain and her dominions and colonies at a series of conferences att 
Ottawa in 1932. 

The question then arises as to the nature of the industrial develop-- 
ment which permitted Japan to rise so rapidly to a place of major im-- 
portance in the world trade. Even before the Meiji Restoration in 1867/ 
Western influences had percolated into Japan via the Dutch concessions: 
in Nagasaki harbor. After the opening of the country by Perry in 1854| 
the interest of the Japanese leaders in Western technology increased| 
rapidly. Both the Shogunate and certain of the daimyo, the feudal lords, 
such as the Lord of Satsuma imported European technicians and 
established small enterprises along Western lines. Local materials were 
used for the most part and continued to be used even after a general 
policy of development was set into operation after the Restoration. 
Machinery was imported from the outside world together with a great 
variety of consumer goods including textiles, and these imports were 
paid for by exports of silk and other luxury items. Industrialization first 
began in the cotton textile industry for which native cotton and ample 
resources of skilled labor were available. For some years native cotton 
was used, but by 1890 the industry became almost completely dependent 
on American and later Indian cotton. 
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This development along light industry lines, particularly the textile 
ndustry, set a pattern which Japan followed to a greater or lesser degree 
intil the invasion of China in 1937. However, the policy of national 
self-sufficiency which characterizes every chauvinistic oligarchy resulted 
n the gradual development of heavy industry under impetus from the 
State. The policy was encouraged by the three wars which took place 
within the first fifty years of Japan’s existence—the Chinese, Russian, 
and World Wars. The latter enormously stimulated heavy industry, 
particularly the iron and steel industry the output of which almost 
tripled between 1913 and 1919. Expansion of the iron and steel industry 
was encouraged by the high prices which characterized the World War 
[ period and by government subsidies and bonuses. During the postwar 
depression, however, expensive Japanese steel continued to be produced 
not in. response to economic demand, but rather as an arm of national 
Dolicy. 

The physical resource base—The rapid development of Japanese in- 
dustry might have indicated a substantial resource base upon which the 
industrial superstructure had been built. However, Japan proper—the 
islands of Hokkaido, Honshu, Shikoku, and Kyushu—is in itself a poor 
foundation upon which industrialization could proceed. 

Although the primary source of livelihood in Japan has been the land, 
the land itself is severely cut up by mountains and hill lands, steep- 
sloped and thin-soiled. In terms of topography alone, less than a quarter 
of Japan’s land area is suitable for cultivation and only some 16 per 
sent is in crops; little cultivable land still remains untilled. Agriculture 
is practiced intensively in the valley bottoms and on the plains where, 
except in the far north, irrigated rice is the major crop.” Double-cropping 
is common, and except for small areas in southern Kyushu and Shikoku 
cereals are the chief second crops—winter wheat, naked barley, barley, 
dry rice, and millet. However, climatic conditions do not permit double- 
cropping north of thirty-seven degrees, and the paddy land lies fallow 
during the winter months. Between the rice fields and along the dikes 
which border many of the streams and canals vegetables, beans and 
peas, and mulberry trees are grown. Cereal grains also are important 
crops on nonirrigable land and are grown on the lower hill slopes in 
some places and on the Ando-soiled terraces which rise above the valley 


2irrigated fields account for 55 per cent of Japan’s cultivated area. Edward A. 
Ackerman, Japanese Natural Resources: A Comprehensive Analysis (Chicago: University 
xf Chicago Press, 1952). 
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bottoms. Vegetables, tea, mulberry, beans, and in the north forage crop 
are grown in dry fields, in some places on slopes over fifteen degrees. 
Livestock raising is important only in Hokkaido. 

In spite of the intensive Oriental agriculture practiced, an agricultur 
dependent on an abundance of labor and constant fertilizing, Japa 
proper has not been self-sufficient in foodstuffs. There are varying esti 
mates as to what percentage of her food needs Japan proper can supply,, 
but one reliable estimate is 80 per cent. Prewar needs were satisfied 
almost completely from within the Empire which was practically self 
sufficient. However, previous to the deflection of Formosan and Korean 
rice to Japan, Southeast Asia had been a prime source of rice and other: 
foodstuffs. On the other hand until the first World War Japan proper: 
had been generally self-sufficient in food; food production had kept pace 
with the increase in population and per capita consumption had also 
increased. 

The apparent necessity for placing as much arable land as possible: 
into food production was a prime factor in creating another major’ 
shortage of raw materials—fibers. The Japanese cotton industry began 
by utilizing domestic cotton, but by 1890 Japan had become a major cot-- 
ton importer, and by 1920 the production of domestic cotton decreased | 
to almost nothing. Thereafter, raw cotton became the most valuable of’ 
Japan’s imports. Furthermore, other vegetable fibers were lacking, al-- 
though others such as flax and ramie were grown in substantial quanti- - 
ties. In addition to the deficiencies in vegetable fibers there also was a. 
major lack of sheeps’ wool which became one of Japan’s basic imports. 

Wood both for lumber and pulp was supplied chiefly from domestic | 
sources, including Karafuto, but extensive imports were necessary espe- 
cially as the demands for pulp for rayon increased. Much of Japan 
proper is forested, with the greater concentrations of saw timber in 
northern Honshu and Hokkaido, but fair stands of timber are as yet 
inaccessible due to transportation inadequacies. During the prewar 
period lumber exports to the Empire areas were large; in a postwar 
period such exports will not be possible since Japan will be a heavy 
wood importer, at least until scientific forestry enables her to re- 
establish her forests. 

Mineral resources were bestowed with a still more limited hand. Coal 
the most important mineral in Japan, is available in quantities which 
should satisfy all future needs, but the absence of high-grade coking 
coals makes necessary extensive imports from the continent. In addition 
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0 coal the islands possess what are believed to be adequate supplies of 
opper, sulphur, zinc, chromium, nitrates, lime, gypsum, sandstones, 
ravels, and some clays. Copper, zinc, and chromium are available in 
he barest minium quantities. Magnesium, although as yet produced 
nly in minute quantities, is potentially available in unlimited quanti- 
ies from sea water. All other minerals, both metallic and non-metallic, 
vill continue to be imported in the future. 

Historically, Japan’s three most conspicuous mineral deficiencies have 
een coking coal, iron ore, and petroleum. Their absence, however, did 
ot prevent Japan from becoming a major industrial power since for- 
ign sources of supply were available, but it did make more difficult the 
rocess of industrialization which climaxed in heavy industry develop- 
nent. Furthermore, the absence of petroleum, of small importance 
efore the first World War, was a decisive factor in Japan’s defeat in 
Vorld War II. 

Power sources, however, were available in relative abundance. Run- 
ing water was the major source of electric power in prewar Japan, and 
n 1937 Japan ranked next to the United States in the development of 
ydroelectric power. The short swift rivers of Japan provide an excel- 
snt natural source of power. In the prewar years many of the thermo- 
lectric plants were auxiliary to the hydroelectric plants which produced 
nore than 80 per cent of the kilowatt hours consumed. On the other 
and, if total energy resources in the country are considered, coal is by 
ar the outstanding energy resource. 

Human resources—The paucity of Japan’s natural resources has been 
alanced to some extent during the years of industrialization by an 
bundance of human resources, that is, labor which was able to grasp 
schniques for industrial tasks, which was amenable to the monotony 
f factory life, and which was above all cheap. The textile industry in 
articular benefited from an abundance of young female labor from the 
ural areas where the standard of living had been showing a decline 
sJative to the cities for several decades. However, in the heavier indus- 
jes the absence of skilled labor, despite the artistic skills of the artisans 
F the Restoration Period, was not made up for by the availability of un- 
silled labor, although the deficiency had decreased notably by 1930. 

Japan has been faced with the problems both of increasing efficiency 
1 production and of employing a vast number of people of limited 
aining and skills. Thus, there has been on the Japanese scene a utili- 
ation of manpower which in Western terms is uneconomic—there are 
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too many people for each task. On the other hand wages are so lo 
that the duplication of effort and the use of hand labor instead of mai 
chinery may not be as wasteful as it appears. From this summa 
it is seen that the material foundations of Japanese industry are we 
that the raw materials necessary for its maintenance and expansion have 
to come in many cases from outside Japan proper, and that they have te 
be paid for by exports of some kind. 

Problems and scope of the trade—The dilemma of Japan is how te 
increase exports without increasing imports in order to establish ar 
even or favorable balance of merchandise trade. The problem appear: 
to have been almost insoluble since the dependency of Japan on 1 
ported raw materials resulted in increases in raw material impo 
each time new export markets were established. The dominance of si 
classes of commodities in Japan’s prewar import trade—ores and met 
petroleum, coal, foodstuffs, chemicals and fertilizers, and textile ra 
materials—provides a reasonably sound index to Japan’s industrial de 
ficiencies. Each of these classes of commodities is necessary to the main 
tenance of a modern industrial power; none of them other than food 
stuffs were available in Japan proper. All cotton and wool and most o 
the pulp for rayon has to be imported as a basis for the export trade aa 
well as for domestic consumption. No other great industrial nation h 
been so dependent on imports of industrial raw materials. The Britis 
Isles at least have had access to large quantities of coal suitable for the 
smelting of metals. Japan has not had even this resource. The obvious) 
sources for raw materials and markets for Japanese exports were the 
areas included within the Japanese Empire—Karafuto, Korea, Taiwan 
and later Manchuria which contributed 44 of Japan’s imports.* Kara 
futo supplied Japan proper with coal, timber, and marine products} 
Korea with rice, coking coal, pig iron and iron ore in limited quana 
tities; Taiwan with rice, sugar, and bananas; and Manchuria with coal| 
beans and bean products, grains, pig iron, and other minerals. 

The countries of the Oriental Triangle as a whole supplied 60 per 
cent of Japan’s prewar imports by value, most of them foodstuffs, raw 
materials, or semi-manufactures destined for reprocessing. Thus, al! 
most all of the iron ore, pig iron, wool, coal, oil seeds, beans anc 
peas, rice, hardwoods, crude rubber, and salt came from the Triangle 


countries, which also supplied large percentages of the raw cotton! 


3 Manchuria never was formally a part of the Japanese Empire, but in effect it became a 
possession after the occupation in 1931. ) 
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ftwoods (from Karafuto), mineral oils, zinc, lead, graphite, and 
hosphorite. 

However, in any analysis of Japan’s prewar trade directed toward 
btaining an index to postwar trade the position of the former Empire 
JuNtries as suppliers of raw materials and foodstuffs must be reviewed 
ith caution. The economies of Korea, Taiwan, and Karafuto, and to 
lesser degree Manchuria, were geared to the demands of an imperial- 
t state at the sacrifice of the welfare of the native populations. This 
oes not mean that no benefits derived from the Japanese occupations 
f these areas, although there are some who maintain that this was 
ideed the case. It does mean, however, that in the postwar period 
orean rice will no longer be available in quantities comparable to the 
rewar period; that supplies of rice, sugar, and bananas from Taiwan 
ill be limited; that the mineral resources of Manchuria will be ex- 
loited largely for non-Japanese benefit; that the coal, oil, and timber 
roducts of Karafuto may not be available in large quantities. 

The paucity of natural raw materials has meant that every market 
ain has been counteracted to a considerable extent by increased 
nports of raw materials from which exports to the new markets could 
> made. Thus, there has been a never-ending round of increasing 
‘ports and increasing raw material imports in which a gain on the 
ae hand must be balanced by a gain on the other. The situation was 
xeravated by the maintenance of large armed forces and of major heavy 
dustry developments which were costly and uneconomical. The price 
- even limited self-sufficiency is high, and postwar Japan cannot afford 
) pay it. 

‘The key to Japan’s ability to gain in and hold the markets of the 
orld’s backward areas lies in the cheapness of her produce. The basic 
sed, then, of Japanese industry has been to keep costs at a minimum 
1d production at the highest levels of efficiency. Because of the over- 
as trade-based economy and the island nature of the country a major 
ctor in the Japanese economy as a whole has been ocean transporta- 
yn. The Japanese merchant marine has carried the larger percentage 
Japan’s overseas trade with efficiency and also has been the source of 
ments from the carriage of goods between third countries, thereby 
ntributing favorably to Japan’s balance of international payments. 
he cost for the maintenance and operation of Japanese ships has been 
own to be 10 to 15 per cent less than that for British vessels and the 
ficiency of their operation apparently has been as high. 
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The ability of the Japanese to operate a merchant marine of as hig 
quality as their prewar fleet is especially noteworthy in light of the 
general imbalance of cargoes—heavy, bulk raw materials and foodstuff: 
moving to Japan and lighter manufactures and semi-manufacture: 
moving outward. Unlike England Japan has had no extensive coa 
trade to balance outward cargoes, although substantial amounts o: 
coal have been sent to Singapore and Hongkong. The lack of a coa 
trade, however, has been due less to Japan’s somewhat limited coa 
reserves than to the absence of markets for Japanese coal in eastern op 
southern Asia. Japan has had no markets comparable with the 
Mediterranean lands to which Britain has traditionally sent her coal. 

Today Japan still possesses many of the qualifications which underlay 
her past functions as a mercantile nation, including the remnants 03 
what was before the war a most impressive and highly develop 
trading structure. Although the great commercial and industrial mo} 
nopolies, the Zaibatsu, have been disbanded in part during the Occu 
pation, their component elements in the form of industrial enterpris 
insurance companies, and, above all, banks still are in existence and are 
gaining in strength. Now that Japan is on her own, she will be able tc 
expand the activities of her government abroad in the commercia 
sphere, and the several already existing trade missions will be supple: 
mented or replaced by commercial consular representatives. 

Japanese shipping is still far below its prewar dimensions, but it is 
increasing rapidly in size, and within the past year the flags of the 
great Japanese shipping companies have been seen in ports from Ne 
York to Rio de Janeiro to Singapore. Japanese shipbuilding has con: 
tributed to and kept pace with this reconstitution of the fleet, and ir 
addition Japanese yards are constructing ships for the Scandinavi 
countries, India, Indonesia, and other Southeast Asian nations. Wi 
the technical skills accompanying this redeveloping and expandin 
structure, and especially assuming the continuing demand for Japanese 
manufactures stemming from the present world conflict, Japan should 
be able to rapidly resume many of the trading functions which she 
possessed before the war. Her ultimate niche in the world economid 
order, however, seems to depend on a revival of trade within the 
Orient and the economic strengthening of the economies of the under- 
developed countries within that area. 


